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KEY ECONOMIC INDICATORS 
( as of April 1, 1981) 


The value of the guilder so far during 1981 has averaged about $1=DFL 2.30.For the 
most meaningful comparison with earlier years, we have also converted 1979 and 1980 
guilder figures at that rate.Those who want to convert at actual rates should use 
$1=DFL 2.00 for 1979 and 1980. 


INCOME, PRODUCTION AND EMPLOYMENT 1979 1980 1981(E) Pct .Change* 


eee ee) ee 


GNP at current prices ($ mil.) 129,696  138,000(E) 144,262 
GNP at 1979 prices ($ mil.) 129,696 130,717 (E) 129,696 
Per capita GNP, current prices($) 9,210 9,719(E) 10,159 
Per capita GNP, 1979 prices($) 9,210 9,206(E) 9,134 
Plant and Equipment investments($ mil.)16,413 17,130(E) 16,957 
Indices: 1975=100 

Industrial production 142 112 ~- 

Avg.labor productivity 126 108 (QIII) - 

Avg.industrial wage(1972=100) 196 204 ~ 
Disposable personal income ($mil.) 73,392 77,944 (E) 82,174 
Employment (000's) (end of year) 4,723 4,718(E) 4,699 
Avg.Unemployment rate(%Z) Soa: 5.8 8.1(Feb.) 
Housing starts(units) 99,343 105,672 ~ 


MONEY AND PRICES 
Money Supply(MI) ($ mil.) 27,864 28,386 
MOney Supply(M2) ($ mil.) 44,414 46,663 
Public Debt Domestic(end of yr)($mil.) 27,864 33,952 
Public Debt External(end of yr) ($mil.) 0 0 
Central Bank Discount rate( end of yr) 9.5 8.0 
Domestic credit outstanding(end of yr) 46,606 50,257 
($mil.) 
Indices: 
Retail sales(value) :1975=100 158 156 
Avg.wholesale prices:1975=100 118.7 128.4 
(excl. VAT) 
Avg.Consumer prices:1975=100 125.6 133.8 
BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exch. reserves ‘ 15,148 
(end of yr)($ mil.) 
Balance of Payments Current Account 
(transactions) ($mil.) 
Balance of Trade($ bil.) 
Total exports F.0.B.($bil.)Dutch Stats. 
Total imports F.0.B.($bil.)Dutch Stats. 
US imports from Netherlands C.I.F.($bil. > 
USDOC Stats. 
US exports to Netherlands F.0.B.($ bil.) 6.91 
(including reexports) uspoc Stats. 
Main imports from the U.S.(in thousand metric tons(TMT) and millions of U.S. dollars 
($ mil.) in 1980.0ilseeds 4000 TMT/$ mil.683;Corn 1431 TMT/$ mil.181;Animal Feed except 
grains 3224 TMT/ $ mil.551; Organic Chemicals $ mil. 302; Aircraft and Parts $ mil. 202; 
Measure and Control Equipment $ mil. 122; Automatic Data Processing Equipment $ mil. 209; 
Non-Ferro ores 27 TMT/$ mil. 260; Coal 1585 TMT/$ mil.15.3, 


Sources: Central Bureau of Statistics(CBS); Netherlands Central Bank; Central Planning 
Bureau(CPB); U.S.Department of Commerce; IMF International Financial Statistics. 


*NOTE: Percentage changes compare full year results or estimates, when available; 
otherwise comparable periods. 
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THE NETHERLANDS 


SUMMARY 


The trade-dependent Dutch economy, affected by the world recession, is likely to con- 
tract somewhat this year (perhaps one percent), while the record-high unemployment keeps 
growing. Nevertheless, there is still sufficient strength in the economy and a compre- 
hensive social welfare system so that living standards will not suffer much. Even when 
the world economic slowdown ends, however, the outlook is not favorable for resumed rapid 
growth of the Dutch economy. Rigidities, built into the system, have diminished the 
ability to deal with structural economic problems. In particular, the growth of the public 
sector, especially the income-redistributive social welfare system, has reduced profits 
almost to the vanishing point. As a result, savings and investment have declined. Average 
growth of national income of only about 1 percent annually from now until 1985 can be 
expected. 


The government has assigned high priority to fighting inflation and keeping the guilder 
stable, recognizing the danger of an inflation/devaluation spiral. Monetary policy is 
tight, and inflation in 1981 will probably not exceed the 1980 level of 6.5 percent. The 
budget deficit has been more difficult to keep under control. In 1981, the budget deficit 
is now projected to total 6.75 percent of national income -- and it may go higher, as it 


in fact did in 1980 -- while the original 1981 budget called for a deficit of 5.25 percent 
of national income. 


While the government has mostly concentrated on keeping its budget manageable, the neces- 
sity of basically restructuring the economy is widely recognized, particularly the need 
to redirect some resources from the public back to the private sector. Despite the 
general economic gloom presently pervading the Netherlands, there is optimism that the 
necessary reforms will be taken and taken in time. 


There should be considerable turnaround in the balance of payments in 1981. After three 
successive years of current account deficits ($2.1 billion in 1980), a surplus of $1 
billion is now expected for 1981. The turnaround, however, is mostly due to such temporary 
factors as depressed consumption and investment rather than structural improvements. 


Despite Dutch economic problems, the outlook for U.S. exports to the Netherlands remains 
favorable. U.S. exports to the Netherlands grew by 25 percent in 1980 to $8.7 billion, 

and the Netherlands remains the third largest 2xport market in Europe. In 1981, we project 
U.S. exports to the Netherlands to increase by 10 to 15 percent. Items such as computers 
and business equipment, electronic components, scientific instruments, oil and gas drilling 
equipment and a wide range of consumer goods should continue to sell particularly well. 
Nevertheless, competition from the EC countries and particularly Japan, is continuing in 
such areas as electronics and automobiles. U.S. agricultural products remain an extremely 
important segment of total bilateral trade; products which should sell particularly well 
include feed grains and fresh fruit and vegetables. 





PART A — CURRENT ECONOMIC SITUATION AND TRENDS 


Along with other industrialized economies, the Netherlands is presently in recession, 
albeit at a high level of affluence. GNP declined slightly in the second half of 1980 
and is expected to do the same through at least most of 1981. Unemployment has continued 
to rise sharply. Business profitability and investment are all off. Inflation, however, 
is still at a manageable level. The balance of payments is also manageable and guilder 
stability has been maintained, thanks in part to substantial capital inflows. 


While it is to be expected that the Dutch economy, which imports and exports over 40 
percent of its GNP, should be heavily affected by an external downturn, this is far 
from the whole story. In addition, the income redistributive mechanisms, including the 
extensive indexation and pervasive social welfare system, have reduced private sector 
profitability and innovativeness and led to diminished investment and production. The 
expensive social welfare system -- about 35 percent of total government expenditure -- 
has swollen the budget beyond a manageable level. The political popularity of the 
social programs and the penetration of indexing into the budget, however, make it dif- 
ficult to get control over the budgetary expenditures. Rigidities also complicate the 
recognized need to restructure the budget to encourage investment and modernization of 
industry. The outlook for the economy, even beyond the cyclical downturn, therefore, 
is for low growth until a way is found to free up the joints connecting interacting 
economic sectors and forces. 


The economy persistently weakened during 1980 and growth reversed from a small 
increase, largely export led, through most of the first half to a small decline in 

the second half. In previous years, the authorities have countered imported recessions 
with counter-cyclical measures. This time they have not, feeling that the problems 

are at least as much domestic as imported and that the need is to look for structural 
reform rather than cyclical stimulation. They are much influenced in this by the 
inflexibilities caused by the linkage system. This makes the increased inflation 

that would accompany stimulation unacceptable, since it would quickly lead to a 
wage/price spiral and weaken the guilder (which would lead to still further inflation). 
To control inflation, a statutory incomes policy leading to no net increase in real 
wages was introduced. This, along with high interest rates and rising unemployment, 
led to a decline in domestic consumption during 1980. More of the same is likely 

in 1981. Business investment also showed a decline during 1980, a trend expected 

to continue in 1981. GNP is expected to fall by between 0.5 and 1.5 percent in 1981. 
Inflation, which rose from about 4.5 percent in 1979 to 6.5 in 1980, has probably 
stabilized at the latter figure and should remain at under 7 percent through 1981. 


With at least part of Western Europe's problems stemming from the effects of the 
recurring oil price shocks, the approximate balance in net exports and imports of 
energy which the Dutch enjoy (because of large natural gas fields) should have given 
them greater room for maneuver than many other countries. The "cushion" that natural 
gas provides, however, has long since been used primarily to enhance the Dutch 
standard of living. The ability to use those revenues for investment has been lost 
in the general rigidity. 





Unemployment increased extremely rapidly in the last half of 1980 and into 1981, as 

a result of falling demand, low investment, and a decline in labor-intensive industries 
such as textiles. In May 1980, the number of unemployed was just 205,800 -- 4.8 per- 
cent of the labor force. By February 1981, the number of unemployed had risen in 

ten consecutive months to 346,700. At about 8.1 percent of the labor force, this is 

a post-war record high in the Netherlands. At the same time, job vacancies have declined 
to just 25,400. Dutch unemployment statistics are not precisely comparable to many 
international measures of unemployment since they exclude self-employed workers and 
there are a large number of questionables on disability rolls). Present indications 

are that unemployment trends are unlikely to reverse soon; in 1981 the number is 
expected to reach 400,000. 


The generous unemployment benefits make it less than cruel to be out of work in the 
Netherlands even for extended periods of time. However, the expense of these benefits 
and other social programs has inevitably eroded savings, partly by putting more income 
into the hands of groups who save the least. Gross investment has fallen along with 
savings, although somewhat less rapidly since a portion of investment is effectively 
being financed through the reversal of the balance of payments surplus into deficit 
during the past few years. 


Because of the government wage control efforts in the last few years, general Dutch 

wage levels have risen slightly more slowly than in most competitor countries. Thus, 

the Dutch have recovered some of the competitive advantage they had lost during the 
rapid wage escalation of the early 1970's. At the same time, however, wage differentials 
have narrowed, discouraging labor mobility from less to more productive industries, 

and making it difficult to attract workers to certain occupations, particularly the 
"dirty" industrial jobs. The high minimum incomes guaranteed by the social welfare 
system have negatively affected the work incentive for marginal employees, many of 

whom are said to be turning to the "black" economy. 


A sense of economic gloom is widely shared in the Netherlands. It should be tempered, 
however, with a recognition of the many strengths of the economy that have made 
possible the remarkable Dutch standard of living and social welfare system. Any de- 
cline will probably be gradual and there is still widespread optimism in the Netherlands 
that there is time to turn the economy around and that abundant Dutch common sense 

will save the situation in the end. The question for the moment is when and how. 

It is apparent to many that an incomes policy alone will not be enough and that funda- 
mental -- and expensive -- restructuring is also needed. 


BUDGET AND MONETARY DEVELOPMENTS 


Dutch financial officials have long worked on the theory that a total government budget 
deficit of less than 4 percent of net national income would lead to a less than full 
employment situation, while a level much exceeding this would inevitably lead to balance 
of payments disequilibrium and price instability. The original 1980 budget called for 
a deficit of just over 5 percent. However, disappointing receipts and the buoyancy 

of expenditures in 1980 -- total government outlays have risen from 52 percent of 
national income in 1970 to 62 percent in 1978 and an estimated 67 percent in 1980 -—- 
caused the 1980 deficit to reach 7.25 percent of national income. One reason for 

this disappointing outturn was that local governments ran large deficits, especially 
after central government measures to cut transfer payments to local governments 

were simply replaced by additional spending by local governments. 





Concerned that the expected 1981 budget deficit would again total 7.25 percent of 

net national income (NNI), and following a warning letter from the Governor of the 
Central Bank, the government proposed in March 1981, a package of measures designed, 
perhaps optimistically, to bring the deficit back to about 6.75 percent of NNI. The 
measures, which will also cover 1982, involve increasing worker contributions to 
unemployment and pension funds (to keep them from going broke), cutting civil servants 
salary increases and some budget cuts, including contributions to the national health 
program. The most recent statistics suggest the deficit may well exceed the aimed 
amount of 6.75 percent even with the changes. 


The deficit has been financed principally through borrowing on the capital market. 
With a restrictive monetary policy, the heavy government financing demands have made 
funds for the private sector relatively expensive in relation to earnings prospects. 


Medium term monetary policy has attempted to bring down the ratio of M2 to national 
income from 40 percent in early 1977 to 36 percent by 1981. To do so, monetary growth 
targets were set at 7 percent for 1980 and 6 percent for 1981. Actual growth of 

M2 was only 4 percent in 1980, since the balance of payments deficit had a negative 
impact on liquidity creation. 


The most important aim of monetary policy is to assure guilder stability. Changes 
in Bundesbank interest rates are generally followed quickly by similar moves in the 
Netherlands. The strength of the guilder in the European monetary system in the 
past year, however, permitted the Central Bank to lower the discount rate in half 
percentage point increments, from 10 percent in May 1980 to 8 percent by October. 
However, when German interest rate policy was tightened in February 1981, the Dutch 
followed suit shortly and raised the discount rate to 9 percent. During the past 
six months the guilder has been consistently at or near the top of the European 
Monetary System. 


Tight monetary policy and relatively high real interest rates are likely to remain 
policy in the Netherlands. The Dutch do consider, however, the current level of 
their interest rates (which are linked to European rates and in turn to American 
rates) to be somewhat too high to make possible the level of investment they think 
is necessary. 


BALANCE OF PAYMENTS 


The Netherlands current account of the balance of payments (transactions basis) 

in 1980 was in deficit by $2.1 billion, which compares with a deficit of $1.7 billion 
in 1979 (all conversion at the current rate of $1 = DFL 2.30). The widening of the 
current account gap can be attributed entirely to the invisible balance which rose 
from a deficit of $0.4 billion in 1979 to $1.0 billion last year. 


The merchandise deficit declined from $1.3 billion in 1979 to $1.1 billion in 1980, 
despite a 2 percent decline in the terms of trade and despite large and increasing 
trade deficits with the U.S. ($6.6 billion) and Japan ($1 billion). Foreign trade 
value increased, with exports up 14.2 percent, while imports rose by 13.5 percent, 
but both were almost entirely price developments. Import volume dropped by 2 percent 
whereas that of exports rose by 1 percent. 





During the fourth quarter of 1980, the current account was nearly in balance. 

This turnaround from the third and second quarter performance, in which deficits 

of $1.0 billion and $0.7 billion respectively were recorded, reflects an improvement 
of both the invisible and trade balances. 


Recorded capital transactions of the non-monetary sector in 1980 showed a net inflow 
of $1.2 billion, compared to a net inflow of $0.3 billion in 1979. There was a net 
inflow of $2.8 billion from security transactions ($2.3 billion in 1979). Direct 
investment showed a net outflow of $1.2 billion with Dutch direct investments abroad 
($2.3 billion) exceeding foreign investments in the Netherlands ($1.1 billion). 


The total external deficit of the non-monetary sector, including capital movements, 
rose to $2.9 billion in 1980 from $2.2 billion the year before. This substantial 
balance of payments deficit was more than covered by a marked increase of commercial 
banks' net liabilities abroad, which rose by $3.8 billion in 1980 compared to a 

rise of $1.7 billion in 1979; this followed the lifting early in 1980 of the Central 
Bank's restrictions on foreign deposits. Official reserves also rose. 


The latest official forecast for the Dutch current account balance in 1981 is for 

a surplus of slightly over $1 billion. The improvement is expected to come from 
temporary factors (including a sharp fall in Dutch stocks and decreased investments 
implementation) and not from permanent structural improvements. The official estimate 
has been called too optimistic by bank economists. 


INDUSTRIAL AND AGRICULTURAL SECTORS 


While the aggregate output in the Netherlands showed virtually no change from 1979 
to 1980, manufacturing output declined by 2 percent (provisional figures) and the 
construction sector declined a further 0.5 percent from the weather-affected low 
level of 1979. The Services sector rose by about 2 percent and agriculture by 3 
percent. 


Declining profitability has affected most sectors of Dutch industry with the ex- 
ception of natural gas production and the banking and other services sectors. Losses 
have been recorded for the ever shrinking textile and apparel sector and the increasing- 
ly non-competitive shipbuilding sector. Declining demand has strongly cut into the 
profits of the chemical product sector (non-energy related) and the important 
electronics, basic metals and petroleum refining industries. 


Falling profits have placed a strain on industry's financial reserves and forced 
firms to rely increasingly on borrowed capital. At the same time, high interest rates 
and the poor economic outlook combine to make capital investment by industry in 1981 
less attractive, so most companies will restrict investment to cost-cutting and 
labor-savings activities, rather than plant expansion. For 1981, the volume of 
investments in fixed assets and buildings is expected to drop by 7.5 percent and 3.5 
percent respectively; even these figures are somewhat inflated because of sub- 
stantial investments announced by a few large firms in strong capital positions -- 
especially in the energy sector. For example, Royal Dutch Shell and Esso have 





revealed plans to recycle their windfall profits from natural gas sales into multi- 
billion dollar (ca. $7.5 billion) investment programs aimed at strengthening 

and expanding chemical and refinery operations in the Rotterdam port. But for the 
bulk of Dutch industry, new investment will be limited to emergency-type repairs 
and/or cost cutting rationalization programs to improve their international 
competitiveness. 


Among individual industries, lower demand and energy conservation measures have 
reduced output in the energy sector (mostly natural gas production) and the utility 
sector -- by 5 and 2 percent, respectively. Reduced consumer spending and inter- 
national competition has caused cutbacks in production in the textile, apparel, shoe 
and leather industries (down 3, 13, 2 and 2 percent respectively. Lower demand also 
affected the usually strong basic chemicals and refinery sectors, where production 
dropped in 1980 3 and 4 percent respectively. An increase in production was shown 
in the wood and furniture, paper and graphics sectors -- up 3, 2 and 2 percent 
respectively. A 2 percent increase in the output of the metal sector has been sus- 
tained primarily by higher production in the capital goods sector, although 
transportation equipment (which includes shipbuilding) dropped by 12 percent. 


Agriculture was a relatively strong sector in 1980, with non-animal output up 

about 4 percent and animal production up about 2 percent. 1981 is expected to be 
another good year for agriculture. With the prices of fertilizers and animal feed 
expected to show only slight increases in 1981, combined with the recent 10 percent 
rise in EC farm prices, Dutch farm income is expected to recover somewhat from the 
squeeze on profits of previous years. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Despite Dutch economic problems, U.S. exports to the Netherlands continue to do well. 
Following 20 percent increases of U.S. exports to the Netherlands in 1978 and 1979, 
U.S. trade data for the year 1980 showed a further 25.3 percent increase to $8.7 
billion. Thus the Netherlands continued to maintain its position as the third largest 
U.S. export market in Europe, exceeded only by the U.K. and the Federal Republic of 
Germany. Dutch exports to the United States, on the other hand, were a little over 
$2 billion. The resulting trade surplus of $6.7 billion accounted for over 40 percent 
of the total U.S. trade surplus with the EC countries. 


Trade relations between the two countries are good and no protectionist clouds 
appear on the horizon to inhibit bilateral trade. The openness of the Dutch economy 
should continue since the Dutch are so dependent on imports for many of their needs 
as well as other markets to buy much of their production. 


Nevertheless, U.S. export growth here in 1981 should be less dramatic, perhaps 

in the 10-15 percent range, as a consequence of the recent 20 percent appreciation 
in the value of the U.S. dollar against the guilder and an economy which has slipped 
at a faster pace than heretofore anticipated. The trend last year clearly showed a 
declining rate in the growth of imports from the U.S. in some product categories, 
i.e., telecommunications equipment, plywood and passenger vehicles, reflecting 





the sluggish performance of the Dutch economy. Furthermore, competition from the 
EC countries continues unabated while Japan and the industrialized less developed 
countries, such as Taiwan, can be expected to further augment their trade promotion 
efforts. 


A review of U.S. Government 1980 export figures shows that our overall surge last 

year compared with 1979 incorporates almost every product category. Not only have 
increases been significant for such high technology equipment like office machines and 
automatic data processing equipment (36.6%), specialized industrial machinery (24.5%), 
electrical equipment (14.1%), professional scientific and control instrumentation 
(26.5%) and industrial machinery (17.3%), but U.S. footwear exports increased by 60.4% 
and exports of apparel and accessories increased by 43.1%. 


Barring an extended strike this year in the U.S. industry, prospects for U.S. steam 
coal for the Dutch conversion to coal-fired facilities are excellent. U.S. exports 

of coal, coke and briquettes to the Netherlands in 1980 totaled $225 million... Finally, 
the Dutch market for fish products also holds promise for U.S. exporters. Sole, 
herring, eel, salmon, lobster and crab are well received by the Dutch public. With 
proper marketing and trade promotion efforts, the U.S. share of the Dutch import market 
for fish should increase. U.S. exports of fish products to the Netherlands came to 
$29.5 million in 1980. 


Agricultural products, for which the Netherlands is the second most important export 
market for the U.S. (U.S. exports totaled $2.2 billion in 1980 - a 21 percent increase 
over 1979) continue to find a growing market here. Of the 1980 U.S. agricultural 
exports, oilseed grains and related products, including animal feeds, accounted for 

60 percent of the total. Products which enjoy a particularly good opportunity for 
incremental sales include, among others, variety meats, fresh fruits and vegetables, 
California wine and, especially, feed grains. 


Based upon past performance and our analysis of future market trends, we have identified 
the following non-agricultural product categories as offering the most attractive 
potential for incremental export sales here: computers and business equipment; electronic 
components; process control instrumentation; heating, ventilation and air conditioning 
equipment; analytical and scientific instruments; automotive garage equipment; medical 
instruments; oil and gas drilling equipment; and a wide range of consumer goods, 
including textiles and apparel. 


Another excellent foreign currency earner for the United States is Dutch tourism. 
The U.S. Travel Service has projected over 200,000 Dutch visitors traveling to the 
U.S. in the 1980-81 season, producing U.S. receipts of over $150 million. While the 
annual rate of growth of Dutch tourism to the U.S. will probably decline from the 23 
percent average since 1975, due to the appreciation of the U.S. dollar, Dutch travel 
agents continue to report good interest in the U.S. for pleasure and business travel. 


Direct investment between the U.S. and the Netherlands also has shown impressive 
growth, each country being the leading direct foreign investor in the other. U.S. 
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direct investment in the Netherlands totaled $6.4 billion and Dutch direct investment 
in the U.S. exceeded $12 billion, both by the end of 1979. The manufacturing 
industries and the petroleum industry were the leading areas for investment in 

both directions. 1980 figures, when released, will show a further increase. 


Notwithstanding the flat performance of the Dutch economy in recent months, which 

will continue for at least the near future, U.S. exports should continue to do 

well for several reasons. U.S. origin imports enjoy a generally good reputation for 
high-quality, good design and construction, and are capable of meeting higher tech- 
nological standards than similar goods produced by other competitive countries. 

The Dutch buyer, in contrast to the more nationalistic attitude in many other 
countries, is most willing to buy the best product offered at the best price -- whatever 
the source. As the Dutch often say, "Business is Business." One additional favorable 
development favoring U.S. suppliers occurred on January 1 this year, when the 
Government Procurement Agreement of the Multilateral Trade Negotiations (MIN) became 
effective in this country. U.S. firms now may bid on an equal basis on Dutch purchases 
of goods by specified governmental entities tenders valued at approximately $200,000 

or more. Finally, the second stage of reductions in Dutch tariffs on most industrial 
products was instituted last January 1, as called for under MIN Import Duty 

Reductions. 


In summary, U.S. suppliers enjoy a wide array of targets of opportunity in this 
receptive market. U.S. companies committed to exporting over the long term, offering 
products or services with a record to success in the domestic market, and willing to 
allocate requisite resources to the export effort, may be assured of good prospects 
in the Netherlands. Many Dutch importers/distributors are seeking representation 

for more lines of U.S. goods, but have experienced difficulty in gaining the positive 
interest in new-to-export or new-to-market U.S. firms in establishing trade relations. 
Thus far this year, five U.S. Department of Commerce sponsored trade exhibitions 

in the Netherlands featuring automotive repair and maintenance equipment and products; 
do-it-yourself equipment; heating, ventilation and refrigeration equipment; medical 
equipment and U.S. apparel, have been successful, including those U.S. exhibitors 
seeking representation. If U.S. industry will make the effort, the Dutch market- 
place, well-versed in all aspects of international trade, will respond. 


% U, S, GOVERNMENT PRINTING OFFICE: 1981—341-007/417 
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